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OATH OR AFFIRMATION

g, David Sher swear (or affirm) that, to the

best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Electronic Specialist, LLC , as of

December 31 ,20 03 are true and correct. I further swear (or affirm) that neither the company ner any partner, pro-

prietor, principal officer or director has any proprietary interest in any account classified soley as that of a customer, except as follows:

Lo —
C G O Signature [

e CH
= TERESA CHRISTIANO

E
i
NOtafy Public Notary Public, State of New York é
£
£
i

No. 01CH6040424
Qualitied in Bronx County 20 I
Commission Expires April 24, 2.2

This report** contains (check all applicable boxes):
(a) Facing Page.
(b) Statement of Financial Condition.
D (c) Statement of Income (Loss).
D (d) Statement of Changes in Financial Condition.
D (e) Statement of Changes in Stockholders” Equity or Partners’ or Sole Proprietor’s Capital.
D (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
D (g) Computation of Net Capital.
D (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
D (i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

D () A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computanon for Determmatxon of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

D k) A Reconcilia’tior'i between the audited and unaudited Statements of Financial Condition with respect to metheds of con-
sohdatxon

E{(l) An Oath or Affirmation.

D (m) A copy o'firhs SIPC Supplemental Report.

D {n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit,

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e) (3). 5
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GOLDSTEIN GOLUB KESSLER LLP

Certified Public Accountants and Consultants

I;AT%:R”N:TIONéL
INDEPENDENT AUDITOR'S REPORT

To the Members of
Electronic Specialist LLC

We have audited the accompanying statement of financial condition of Electronic Specialist LLC
(the "Company") as of December 31, 2003. This financial statement is the responsibility of the
Company's management. Our responsibility is to express an opinion on this financial statement
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the statement of financial condition is free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
statement of financial condition. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall statement of
financial condition presentation. We believe that our audit of the statement of financial condition
provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Electronic Specialist LLC as of December 31, 2003, in conformity
with accounting principles generally accepted in the United States of America.

pldateiry Lptoid-Feaalor XKF

GOLDSTEIN GOLUB KESSLER LLP
New York, New York

February 25, 2004
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December 31, 2003

ELECTRONIC SPECIALIST LLC
STATEMENT OF FINANCIAL CONDITION

ASSETS
Cash $ 21,370
Due from Broker 369,659
Due from Parent 226,945
Secured Demand Note 500,000
Other 53,881
Total Assets $1,171,855
LIABILITIES AND MEMBER'S DEFICIENCY
Liabilities:
Accounts payable, accrued expenses and other liabilities 3 194,701
Subordinated borrowings 537,563
Collateral payable 500,000
Total liabilities 1,232,264
Member's Deficiency (60,409)
Total Liabilities and Member's Deficiency $1,171,855

See Notes to Statement of Financial Condition
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ELECTRONIC SPECIALIST LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2003

Electronic Specialist LLC (the "Company"), a Delaware limited liability
company, is a broker-dealer registered with the Securities and Exchange
Commission (the "SEC") and is a member of the National Association of
Securities Dealers, Inc. (the "NASD"). The Company primarily provides direct
access trade routing services for its customers. As of November 2003, the
Company became a wholly owned subsidiary of ESP Technologies LLC (the
"Parent").

Commissions from customer transactions and the related expenses are recorded
on a trade-date basis.

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the amounts disclosed in the financial
statements. Actual results could differ from those estimates due to uncertainties
inherent in any such estimation process.

The Company is treated as a partnership for federal and state income tax
purposes and, therefore, does not record a provision for income taxes.
Accordingly, the member reports the Company's income or loss on its income tax
return. The Company does, however, include a liability for unincorporated
business taxes when appropriate.

The Company has a secured demand note collateral agreement with its Parent
which matures on November 30, 2005. This note bears interest at a rate of prime
(6% at December 31, 2004) plus 2% per annum and is collateralized by cash.
The subordinated borrowing is covered by an agreement approved by the NASD
and is, therefore, available in computing net capital under the SEC Uniform Net
Capital Rule. To the extent that such borrowings are required for the Company's
continued compliance with minimum net capital requirements, they may not be
repaid.

The Company, as a member of the NASD, is subject to the SEC Uniform Net
Capital Rule 15c3-1, which specifies uniform net capital requirements for its
registrants. This rule requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital, both as defined,
shall not exceed 15 to 1. As of December 31, 2003, the Company's net capital
was $174,217, which was $161,237 in excess of its minimum requirements of
$12,980 under SEC Rule 15¢3-1.

On October 8, 2002, the Company entered into an administrative services
agreement (the "Agreement") with its then minority member. The Agreement
required the member to provide services to the Company including, but not
limited to, personnel, office facilities and services, office equipment, technology
and certain other general and administrative services. In return for these
services, the Company paid its minority member 80% of its revenue after certain
expenses, as defined in the Agreement. The Agreement was terminated effective



ELECTRONIC SPECIALIST LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2003

6. OFF-BALANCE-
SHEET AND
CONCENTRATION
OF CREDIT RISK:

November 1, 2003, the date on which the Company received approval from the
NASD whereby the minority member at that time became the Parent.

As a result of the termination of the Agreement, the Company is now responsible
for the payment of all of its expenses. The Parent is currently providing bill
paying services and charges the Company for the Company's direct expenses.
Certain other expenses require an allocation to be made and such allocation is
done in accordance with an allocation agreement.

Prior to November 1, 2003, the Company had an agreement with its then
minority member under which the Company licensed software used for the
routing of trades. The cost to the Company was 20% of its revenue, after certain
expenses, as defined in the agreement. Subsequently, the Company entered into
a similar agreement for similar services; however, the cost to the Company is a
stated monthly amount. This agreement will terminate April 30, 2005 unless
automatically renewed or in the event of certain occurrences, as described in the
agreement, and provides for an assignment and servicing of third-party clients to
the Company for value as mutually determined.

The managing member of the Parent has guaranteed the amount due from the
Parent.

The Company clears all of its proprietary and customer transactions with its .
clearing broker. Customer transactions are introduced on a fully disclosed basis.
In accordance with the clearance agreement, the Company has agreed to
indemnify the clearing broker for losses, if any, which the clearing broker may
sustain from carrying these transactions. Customer activities may also expose
the Company to off-balance-sheet risk in the event the customer or other broker
is unable to fulfill its contracted obligations and the Company has to purchase or .
sell the financial instrument underlying the contract at a loss. In accordance with
industry practice and regulatory requirements, the Company and the clearing
broker monitor collateral in customers’ accounts. The Company seeks to control
risk associated with these customer activities by reviewing the creditworthiness
of such customers.

It is the Company's policy to review the creditworthiness of all institutions with
which it conducts business in order to help mitigate any losses that may be
incurred where there might be a concentration of balances. At year-end, the due
from broker represents amounts due from one broker. Such balance may
represent deposits and requirements of regulatory bodies, internal requirements
established by the clearing broker or available cash. Such accounts are included
by the clearing broker in the Proprietary Account of an Introducing Broker (the
"PAIB") Reserve Computation as set forth in SEC Rule 15¢3-3, which restricts
the use of these funds and securities by the clearing broker.

Cash is held by one financial institution, the balance of which is insured by the
Federal Deposit Insurance Corporation up to $100,000.



ELECTRONIC SPECIALIST LLC

NOTES TO STATEMENT OF FINANCIAL CONDITION
December 31, 2003

7. EXEMPTION The Company is exempt from the SEC Rule 15¢3-3 and, therefore, is not
FROM RULE required to maintain a "Special Reserve Bank Account for the Exclusive Benefit

15¢3-3: of Customers."
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GOLDSTEIN GOLUB KESSLER LLP

Certified Public Accountants and Consultants
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GOLDSTEIN GOLUB KESSLER LLP

Certified Public Accountants and Consultants
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INDEPENDENT AUDITOR'S SUPPLEMENTARY
REPORT ON INTERNAL CONTROL

To the Member of
Electronic Specialist LLC

In planning and performing our audit of the financial statements and supplemental schedule of
Electronic Specialist LLC (the "Company") for the year ended December 31, 2003, we considered
its internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (the "SEC"), we
have made a study of the practices and procedures followed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness and net capital under rule 17a-3(a)(11)
and for determining compliance with the exemptive provisions of rule 15c3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the Company in
any of the following:

1. Making quarterly securities examinations, counts, verifications and comparisons
2. Recordation of differences required by rule 17a-13

3. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits
and related costs of controls and of the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures can be expected to achieve the
SEC's above-mentioned objectives. Two of the objectives of internal control and the practices and
procedures are to provide management with reasonable but not absolute assurance that assets for
which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's authorization and
recorded properly to permit the preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.
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Because of inherent limitations in internal control or the practices and procedures referred to above,
error or fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the risk that they may become inadequate because of changes in conditions or
that the effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation
of the specific internal control components does not reduce to a relatively low level the risk that
error or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of
performing their assigned functions. However, we noted no matters involving internal control,
including control activities for safeguarding securities, that we consider to be material weaknesses
as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not accomplish such objectives in all material respects indicate a material
adequacy for such purposes. Based on this understanding and on our study, we believe that the
Company's practices and procedures were adequate at December 31, 2003 to meet the SEC's
objectives.

This report recognizes that it is not practicable in an organization the size of Electronic Specialist
LLC to achieve all the divisions of duties and cross-checks generally included in a system of
internal control and that, alternatively, greater reliance must be placed on surveillance by
management,

This report is intended solely for the information and use of management, the SEC, the National
Association of Securities Dealers, Inc. and other regulatory agencies which rely on SEC rule
17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered brokers and

dealers, and is not intended to be and should not be used by anyone other than these specified
parties.

Gpldiiirs ol Haskor, XXP

GOLDSTEIN GOLUB KESSLER LLP
February 25, 2004



